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Spread of Delta variant may 
pose uncertainties for Asia’s 
ongoing economic recovery. 
 

Central banks may consider 
starting to normalise policy 
support amid elevated 
inflation and rising financial 
risks. 
 

Financial markets are being 
impacted by the course of 
the pandemic and central 
bank policies.  

 

 
  
 
 
 

 
Major Asian economies see strong rebound in Q2 2021 
   
Most Asian economies saw faster economic growth in Q2 2021, mainly due to the low 
base of comparison. For example, India saw GDP grow by 20.1% in Q2 2021, while 
Malaysia and Philippines registered growth of 16.1% and 11.8%, respectively. The three 
countries’ strong performance in Q2 2021 was mainly boosted by robust rebound in 
household consumption and investment, as well as accelerated growth in exports amid 
a gradual reopening of advanced economies. 
 
Looking forward, the recovery of major Asian economies is expected to continue for the 
rest of 2021, as the ongoing recovery of advanced economies like the US and Europe will 
support Asia’s exports, while domestic reopening will continue with vaccination progress. 
Nonetheless, the spread of the Delta variant may pose uncertainties for Asia’s recovery 
trajectory if the efficacy of existing vaccines is seriously reduced. The 7-day average of 
newly confirmed Covid-19 cases surged to over 270,000 in mid-August. Although the 
number had declined to about 146,000 as of the end of September, it was still above the 
level at the end of June. Some Asian economies like Singapore and South Korea have still 
seen no clear downward trend in newly confirmed cases. If the newly confirmed cases in 
Asian economies surge again, governments may need to re-impose more stringent 
mobility restrictions to curb the spread of the virus, which will have a negative impact on 
business sentiment and household consumption.  
 
 
More US Federal Reserve officials expect earlier rate hike, which may 
prompt Asia’s central banks to consider winding down policy support 
 
South Korea’s inflation rate stayed at a 9-year peak of 2.6% in August. At its August 
meeting, the Bank of Korea (BOK) raised the benchmark interest rate by 25 basis points 
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from a record low to 0.75%, making South Korea the first major Asian economy to raise 
interest rates. The BOK’s governor indicated that the rate hike was intended to curb 
borrowing used for investments in real estate, equities, and other assets amid signs of 
demand-side inflationary pressures. In Q2 2021, household debt in South Korea rose to a 
record high of 1.806 quadrillion won (USD1.54 trillion), about 12.1% higher than the level 
in Q1 2020 when the Covid-19 epidemic was not yet serious in Korea.  
 
More officials of the US Federal Reserve (Fed) were leaning towards an interest rate hike 
as early as in 2022 at the latest Fed meeting in September compared to at the June 
meeting. Looking ahead, potential interest rate normalisation earlier than market 
expectation may result in fund outflows from Asian markets, which central banks in major 
Asian economies may need to curb by normalising their interest rates. Higher borrowing 
costs will in turn have an adverse impact on household consumption and business 
confidence, resulting in slower economic growth in the longer run.  
 
 
Pandemic developments and central bank policies impact financial 
markets 
 
Investor sentiment was adversely impacted in the third quarter of 2021 by a resurgence 
of confirmed Covid-19 cases, by China’s imposition of stricter regulatory requirements on 
its education and tech sectors, and by concerns about risk in the property sector. As of 
the end of September, the MSCI Asia ex-Japan index had dropped 9.9% from the level at 
the end of June, compared to a 3.0% increase in the second quarter. Meanwhile, as the 
Fed is expected to announce the tapering off of assent purchases as soon as its next 
meeting, US dollar strengthened. Against this backdrop, most major Asian countries and 
regions saw their currencies weakened against US dollar by 0.2% to 5.3% in Q3 2021, 
when compared to the level as of the end of Q2 2021. Nonetheless, Indonesian rupiah 
and Indian rupee strengthened by 1.3% and 0.1%, respectively, over the same horizon. 
Meanwhile, Taiwanese dollar remained stable during the quarter.  
 
South Korea saw newly confirmed Covid-19 cases continue to rise in September, while 
investors were also concerned that memory-chip prices may have peaked. This resulted 
in a sell-off in Korean semiconductor stocks by global investors, giving the Korean stock 
market the worst performance among major Asian markets. As of 30th September, South 
Korea’s benchmark equity index had declined by 6.9% from the level at the end of Q2 
2021.  
 
Meanwhile, India’s equity market registered a gain of 12.1% and Indonesia’s gained 5.0%.  
India’s equity market rally was mainly liquidity-driven, as the Reserve Bank of India has 
maintained an ultra-easy monetary policy since the start of the pandemic, while 
Indonesia’s stock market performance in current quarter was mainly supported by inflow 
of foreign investors.  
 
Going forward, the development of the pandemic will continue to impact investor 
sentiment in the Asian markets. Liquidity in the region will also play an important role in 
the valuation of the asset markets. When central banks in advanced economies and in 
Asia start to normalise their monetary policies, elevated asset valuations stemming from 
low interest rates and ample liquidity may face the risk of correction.
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Disclaimer 

This document is prepared by The Bank of East Asia, Limited (“BEA”) for customer reference only. Other than disclosures 
relating to BEA, the content is based on information available to the public and reasonably believed to be reliable, but has 
not been independently verified. Any projections and opinions contained herein are as of the date hereof, are expressed 
solely as general market commentary, and do not constitute an offer of securities, nor a solicitation, suggestion, investment 
advice, or guaranteed return. The information, forecasts, and opinions contained herein are as of the date hereof and are 
subject to change without prior notification, and should not be regarded as any investment product or market 
recommendations. This document has not been reviewed by the Securities and Futures Commission of Hong Kong, Hong 
Kong Monetary Authority, or any regulatory authority in Hong Kong. 

BEA will update the published research as needed and as required by the law. In addition to certain reports published on a 
periodic basis, other reports may be published at irregular intervals as appropriate without prior notice. 

No representation or warranty, express or implied, is given by or on behalf of BEA, as to the accuracy or completeness of the 
information and stated returns contained in this document, and no liability is accepted for any loss arising, directly or 
indirectly, from any use of such information (whether due to infringements or contracts or other aspects). Investment 
involves risks. The price of investment products may go up or down. Past performance is not indicative of future 
performance. The investments mentioned in this document may not be suitable for all investors, and the specific investment 
objectives or experience, financial situation, or other needs of each recipient are not considered. Therefore, you should not 
make any investment decisions based solely on this document. You should make investment decisions based on your own 
investment objectives, investment experience, financial situation, and specific needs; if necessary, you should seek 
independent professional advice before making any investment. 

The views and opinions in this document do not constitute the official views of BEA. 

This document is the property of BEA and is protected by relevant intellectual property laws. Without the prior written 
consent of BEA, the information herein is not allowed to be copied, transferred, sold, distributed, published, broadcast, 
circulated, modified, or developed commercially, in either electronic or printed forms, nor through any media platforms that 
exist now or are developed later. 

For more information, please visit our webpage at https://www.hkbea.com/html/en/bea-about-bea-economic-
research.html. For any enquiries, please contact the Economic Research Department (email: lerd@hkbea.com, tel: (852) 
3609-1504, post: GPO Box 31, Hong Kong). 
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